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SHERIFFS!

1. FREFIGHTERS'

GAME

JUDGES"

(1/56
= 1.78571%)

-with 25 or more
years of
membership
service
1/80 X HAC X
yrs of service

(1/50 = 2.0%)

Pre-7/1477: Pre-7/1/81 who
FAC = monthly did not elegt
compensation of GABA:

last year - with less than

20 yrs, greater
of:
2.5% x FAC x yrs
or
2% x FMC? x yrs

- with more than
20 yrs:
50% x FMC plus
2% of FMC for
each vear over 20

, , . - MUNICIPAL - HIGHWAY :
, cmEZmD BENEFT {SR8) “POLICE - UNIFIED L PATROL WARDENS' {JRSY
QGQ PLAN :w.\s {MPORS) {FURS) (HPORS). AND PEACE. “ 1987}
T (1948} (1874} {1981) {(1971) CQFFICERS'
. T - {GWPORS)
. (1963)
3.23:3 service and age 30.yrs service, 20 yrs service, 20 yrs service, 20 yrs setvics, - 20 yrs service, 20 yrs service 5 yrs service ”
3@2&3@38 1o receive full ‘any age any age any age -any age, . any age -and age BO and age 60 m
{unreduced) normal Coor ‘ oF - L o : : A
ratirement benefit - 5 yrs srve and -age 50 with age 55 with 5 yrs
) age 60 B yrs service
or .
age 65 regardless
of service
Minimum service : . . : .
raquirement before being 5 years 5 years 5 years 5 years 5 years 5 years . 5 years
vested : ,
Service retirement 1/56 x HAC' x 2.5% x HAC x 2.5% x FAC*x | 2.6% x FAC x yrs.| 2.5% x HAC x. 2.5% x HAC x 3.33% x HAC x
benefit formula: yrs of service yrs of service yrs of service of service years of service years of service | yrs of service to
) 16 yrs +

1.785% x HAC x
years of service
over 16 yrs

Pre 7/1/97:
HAC = current
salary

Post 1/7/97and

those who
cted GABA:

HAC = highest
36 months

Benefit formula is actuarially
reduced for early retirement

Yes
Actuarially
reduced benefit at
25 years service

Source: Title 18, Montana Coda Annotated, 2007

Yes
Actuarially
réduced benefit at
age 50 with 5 yrs
service

No

THAC = highest average ooinm.:maaoa = average compensation of the 3 highest nc:«mnczé years of m,a«sam.
2EAC = final average compengation = average salary over the last 38 consecutive months of service.
I EMC = final monthly compensation = monthly salary last received by member.: :

*o>w> = h:§5§§§>§§>&ﬁ§ -zn::cm. g!n%?:&%%ﬁé

Yes:
Actuarially
reduced benefit at
any -age with
6 yrs service; if
involuntarily
terminated
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* GABA = An automatic annual Guaranteed Annual Benefit Adjustment, an annual increase in a recipient’s monthly benefit amount.

: : ; . PERS g | MUNICIPAL mﬁmmw_m.xqmmm.. ‘ HIGHWAY GAME ;
DEFINED “SHERIFFS' POLICE UNIFIED PATROL WARDENS' JUDGES'
BENEFIT (DB} (SRS} (MPORS) (FURS) {HPORS) AND PEACE {JRS)
o PLAN : - OFFICERS'
- , {GWPORS)
Number of benefit recipients 16,827 394 636 535 290 120 50
Average age of current 72 .Sw 62yrs 66 yrs 67 yrs 68 yrs 68 yrs 80 yrs
retirees :
Average retirement age 59 yrs 52 yrs ‘47 yrs 50 yrs' 49 yrs 85 yrs 66 yrs
Average years of service at ’ :
retirement . 19.34 yrs 18.76 yrs . 19.33 yrs 23.61 yrs 23.83 yrs 23.23 yrs 15.33 yrs
Average monthly benefit $975 $1,756. $2,079 $2,387 $2,109 $1,760 $3,440
{service retirement) :
Post-retirement benefit 3.0% GABA* 3.0% GABA Pre-7/1/97 who Pre-7/1/97 who Pre-7/1/97 who 3.0% Pre-7/1/97;
adjustments {after 1 year) {after 1 year} did not elect did not elect did not elect {after 1 year) - benefits
if hired before if hired befare GABA: GABA: GABA: if hired before increased same
7/1/07 7/1/07 2 honthly salary 2 monthly salary 2% of base 711107 as salary of
- of new officer of new salary of : sitting judge
1.5% GABA 1.5% GABA firefighter probationary 1.5% GABA
if hired on or if hired on or All post- 7/1/97 - officer if hired on or
after 7/1/07 after 7/1/07 or who elected All post- 7/1/97 All post- 7/1/97 after 7/1/07
o . GABA: or who elected or wi cted
- 3.0% GABA: GABA:
(after 1 year) 3.0% 3.0%
(after 1 year) {after 1 year) {after 1. year)
Pre-7/1/91:
supplemental
lump sum to
certain eligible
recipients, paid
from -motor
vehicle
registration fees
Social mmm::? ‘coverage No
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unfunded liabilities

. PERS . MUNICIPAL FIREFIGHTERS' HIGHWAY . GAME ;
~ DEFINED | SHERIFFS’ POLICE UNIFIED PATROL - WARDENS" JUDGES'
BENEFIT (SRS} AMPORS) - “{FURS) {HPORS)- AND PEACE (JRS)
{DB) PLAN ‘ ’ OFFICERS'
(GWPORS)
Employer contribution as: 7.035% (1} 9.826% {2} 14.41%. 14.36% 26.15% 9.0% 25.81%
percentage of payroll School : :
. : Districts: 6.8% =
State: 0.235%
N Local -
Government :
Employers:
6.935%
State: 0.1%
Employee contribution as 6.9% 9.245%: o:-m»m? Pre-7/1/97 not Pre-7/1/97 not 10.56% 7%
percentage of salary Pre-7/1/75: electing GABA: electing GABA:
5.8% ! 9.5% 9.0% :
Pre-7/1/79: ’ :
7.0% Post-7/1/97 or Post-7/1/97 or
Pre-7/1/97: electing GABA: electing GABA:
8.5% 10.7% 9.05%
‘With GABA:
. 9%
Additional funding from None None State General State General Driver's license None None
other sources as a Fund: Fund: fees:
percentage of payroll } : . :
29.37% 32.61% 10.18%
Total available 13.935% 19.07% * 52.78% 57.66% 45.38% 19.56% 32.81%
contributions as percentage (.04%
-of payroll ’ transferred to
. education fund)
Normal costs as 12.13% 19.24% 26.65% 26.15% 22.25% 18.54% 25.12%
percentage of payroll i
Percentage used to fund 1.765% 0 .26.13% 31.51% 23.13% 1.02% 7.69%

(1) -0nJduly 1, Noom this will increase to 7.17%, the state share for school districts will increase to .37%, and the anm_ government contribution will increase to 7. oi*
(2) - On July 1, 2009, this will increase to 10.115%. :
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MUNICIPAL

FIREFIGHTERS’

HIGHWAY

- GAME .

valuation and 2008
valuation

B  PERS - : . E -
DEFINED SHERIFFS’ - POLICE UNIFIED PATROL . WARDENS' JUDGES'
. BENEFIT {SRS) {MPORS) - {FURSY (HPORS) AND PEACE - {(JRS)
RETIREMENT L i . N ) OFFICERS'
PLAN (DBRP) {GWPORS)
>Bo:=~ 5<38a 3::&3 . S : s i S e S .
*quxmn value, on . $3.9 billion $188.6 million $191.1 million $185.2 million $98.2 million $73.3 million $58.8 million
Market rate of return for -5.81% -5.56% -5.75% -5.66% -5.58% - -5.51% -5.58%
composite index, FY 2008 : ‘ : . ,
Zw.,xﬁ rate of EES o:§ -4.86% -4.84% -5.01% -4.91% -4.86% -4.80% -4.85%
the fund in 2008, all assets “
Market rate of return for 7.90% 7.82% 7.68% .\..wn,# 7.86% 7.72% 7.81%
composite index,
5-year period
Rate of return on the fund, 8.47% 8.39% 8.26% 8.29% 8.44% 8.28% 8.39%
S-year period
Objective relative to
actuarial investment No No No No No No No
agsumption met in FY
- 20087
Oganasm relative to Yes - Yes Yes Yes Yes Yes Yes
actuarial investment
assumption met in 5-year
period?
Asset allocation oc_.mo”?mm" . )
Fixed Incoms . 22 -32% 25 -36% 25 - 35% 25 - 35% 25 - 35% 25 -35% 25 - 35%
Real Estate 0-8% 4-8% 4-8% 4-8% 4-8% 4-8% 4 -8%
Equity 60 - 70% 60 - 70% 60 - 70% 60 - 70% _60-70% 80 - 70% 80 - 70%
Actual ,b.,mmmu allocation:
Fixed income 26.7% 26.6% 26.9% 26.8% 26.7% 26.3% 26.6%
Real Estate 4.5% 4.3% 4.3% 4.3% 4.3% 4.3% 4.3%
Equity 67.7% 67.2% 68.7% 68.0% 67.9% 66.8% 67.3%

_ Percentage growth in total . . ; . .
Tiabilities between 2007 1.2% 8.2% ,m.max 6.6% 5.0% 14.3% 7.0%
valuation and 2008 v
valuation
Percentage change in total , ‘ ‘ ) .
assets between 2007 -8.1% -4.1% -5.1% -3.0% -6.3% 0.1% -5.1%

Sources: Public Employses’ zﬁ.aaaa moma Financial and >2§zm. mgezm.

.:33&%3

and Title 19, 3_9,..83 nonm Annotated, noéw“ FV2008 Niontana Board of Investments ,,
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Exhibit 1
This exhibit is a Booklet entitled:

“Montana Public Employees’
Retirement Board - June 30,
2008

This exhibit eannot be scanned
therefore the cover and table of
content have been scanned to aid
you in your research.

The original exhibit is on file at
the Montana Historical Society
and may be viewed there.

Montana Historical Society
Archives, 225 N. Roberts, Helena,
MT 59620-1201
PPhone (406) 444-A4"77T4.
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RETIREMENT ADMINISTRATION
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P.O. Box 200131
Helena, MT 59620-0131
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2009 Legislative Session

House State Administration

January 9, 2009

Roxanne M. Minnehan, Executive Director

Montana Public Employee Retirement Administration

Public Employees’ Retirement Board

< The Montana Public Employees’ Retirement Board (Board) consists
of seven members, appointed by the Governor for 5-year staggered
terms.

o2

* The Board has a duty to conform to “fundamental fiduciary duties of
loyalty and impartiality” solely in the interest of the members and
their beneficiaries.

33

*

The Montana Public Employee Retirement Administration (MPERA)
is the Board’s staff.

/
%*

The pension trust funds are invested by the Montana Board of
Investments (BOI).

(/)
0.0

The Board and MPERA provide services to members and employers
in 8 distinct defined benefit retirement plans and 2 defined
contribution plans.

4

)
()

In a Defined Benefit (DB) Retirement Plan the benefit is guaranteed
based on a formula.

D)

%

*

In a Defined Contribution (DC) Retirement Plan the contribution is
defined and the benefit is based on the member’s account balance.

%

%

In the DB plans, pension trust funds are well-funded when there is
enough money in reserve to meet all expected future obligations to
participants.

<* The Montana Constitution, State Law and GASB require the
retirement systems be funded on an actuarially sound basis.

< State Law Requires the Board to maintain a stable standard of living.
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* Key Actuarial Terms

o Normal Cost — The cost assigned to a member that would meet
the continuing costs of that particular benefit, if contributed
each year starting from the date of membership. The average
cost of membership. The value of benefits expected to be
received over the future working lifetime of current active
members.

o Actuarial Liability — The assets required to pay off the benefit
obligations already accrued in a pension plan by the current
members and retirees. .

o Actuarial Value of Assets — Market value of assets smoothed
over four years.

o Unfunded Actuarial Liability (UAL) — The excess, if any, of
the Actuarial Liability over the Actuarial Value of Assets.

o Actuarial Assumed Rate of Return — The actuary assumes
that over the life of the plan the average annual rate of return
will be 8§%.

% Board-Proposed Legislation
o HB 12 — Requires Employer Contributions for Working
Retirees (sponsored by Representative Franke Wilmer)
o HB 109 — General Revisions Bill (sponsored by Representative
Chuck Hunter)
o HB 170 - Qualification Bill (sponsored by Representative Mike
Menahan)

¢+ Market Deterioration (Actuary Handout)

¢ Explore Solutions
o Current members and retirees have a contract right to the
benefits in statue on their date of hire.
o Cut benefits for new hires
o Employer contribution increases
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" Milli
l l man 111 SW Fifth Avenue

Suite 3700
Portland, OR 97204-3654
USA

Tel +1503 227 0634
Fax +1 503 227 7956

milliman.com
January 6, 2009
VIA EIMAIL

Ms Roxanne Minnehan, Executive Director
Montana PERA

Re: Estimated Impact of Market Value Losses
October 2008

Dear Roxanne:

At your request, we have estimated the fiscal impact of investment losses incurred
between the date of the most recent actuarial valuations (June 30, 2008) and the end of
October 2008.

DATA, METHODS AND ASSUMPTIONS

We have developed this analysis based on the data, methods, and assumptions
contained in the actuarial valuations of the Systems performed as of June 30, 2008. in
preparing the valuation, we relied upon the financial information, membership data, and
benefit provisions furnished by the System. Although we did not audit this data, we
compared the data for this and the prior valuation and tested for reasonableness. Based
on these tests, we believe the data to be sufficiently accurate for the purposes of our
calculations. It should be noted that if any data or other information is inaccurate or
incomplete, our calculations may need to be revised. Please refer to the valuation report
for more details about the data, methods, assumptions, and plan provisions used.

In addition, we collected additional data from MPERA and performed additional
computations as described below:

» We were provided with the fair market values for each System as of October 31,
2008 and the cash flows for the period from July 1 through October 31.

* We discounted the fair market values as of October 31 to June 30, 2008 using
the actuarial assumed rate of 8.0% per year. This calculation had the effect of
including the investment losses for the four months after the valuation date in the
June valuation as if the losses occurred on the last day of June.

» We have not made any adjustment for non-investment actuarial gains or losses
that may have emerged since the last valuation date, June 30, 2008, nor any
investment-related gains or losses since the end of October. An investment
“loss” is a net return (gross returns less investment and administrative expenses)
less than the assumed rate of 8% per year.
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RESULTS OF THE CALCULATIONS
The attached exhibits show the resuits of our analysis:

1 Fair Market Value of Assets
Based on the process described in this letter, the fair market values as of
October 31, 2008 were discounted to the valuation date. Overall, the fair market
values suffered losses of over $1 billion from $4.7 billion down to $3.7 billion.

2 Funded Ratios (Actuarial Value of Assets)
The left column shows the funded ratios from the June valuations and the center
column shows the adjusted funded ratios based on the investment losses
through October. The asset smoothing method recognizes 25% of the loss
immediately and defers the remaining loss to be recognized in future valuations.

3 Funded Ratios (Fair Market Value of Assets)
The left column shows the funded ratios from the June valuations on a market
value basis and the center column shows the adjusted funded ratios based on
the investment losses through October. All of the investment losses are
recognized immediately in this calculation.

4 Amortization Periods (Actuarial Value of Assets)
The period to amortize the Unfunded Actuarial Liability is shown in this exhibit
based on the actuarial value of assets. PERS and SRS show the most
deterioration, and do not reflect the sunset of additional contributions under
HB 131. The negative amortization period for JRS reflects the time to amortize
the actuarial surplus.

5 Amortization Periods (Fair Market Value of Assets)
The period to amortize the Unfunded Actuarial Liability is shown in this exhibit
based on the fair market value of assets.

We have developed this analysis based on the data, methods, and assumptions
described above. These cost estimates are subject to the uncertainties of a regular
actuarial valuation; the costs are inexact because they are based on assumptions that
are themselves necessarily inexact, even though we consider them reasonable. Thus,
the emerging costs will vary from those presented in this letter to the extent actual
experience differs from that projected by the actuarial assumptions.

Milliman’s work product was prepared exclusively for MPERA for a specific and limited
purpose. It is a complex, technical analysis that assumes a high level of knowledge
concerning MPERA'’s operations, and uses MPERA’s data, which Milliman has not
audited. It is not for the use or benefit of any third party for any purpose. Any third party
recipient of Milliman’s work product who desires professional guidance should not rely
upon Milliman’s work product, but should engage qualified professionals for advice
appropriate to its own specific. needs.

n P This work product was prepared solely for MPERA. It may not be appropriate to use for other purposes.
M i l hma n Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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This analysis was prepared in accordance with generally recognized and accepted
actuarial principles and practices which are consistent with the applicable Standards of
Practice adopted by the Actuarial Standards Board of the American Academy of
Actuaries. The undersigned are independent actuaries, Fellows of the Society of
Actuaries, and Members of the American Academy of Actuaries, experienced in
performing valuations for large public employee retirement systems, and meets the
Qualification Standards of the American Academy of Actuaries to render the actuarial
opinion contained herein.

Any distribution of this report must be in its entirety, including this cover letter, unless
prior written consent is obtained from Milliman.

If you have any questions or need further information, please let me know.

Sincerely,

‘\‘—.—n—\———

Mark O. Johnson, FSA, MAAA
Consulting Actuary

cC: Scott Miller
Pat Kahle

MOJ:j mrs:1:081601

Attachment

This work product was prepared solely for MPERA. It may not be appropriate to use for other purposes.
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! M ” l iman Milliman does not intend to benefit and assumes no duty or liability to other parties who receive this work.
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